s 

354.3 

L72DSL 

1995 


Legislative  Audit  Division 


state  of  Montana 


Report  to  the  Legislature 


March  1996 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


Department  of  State  Lands 

This  report  contains  11  recommendations  covering: 

►  Untimely  close-out  of  FEMA  Grant. 

►  Unreconciled  reclamation  performance  bonds. 

►  Spending  Non-General  Fund  money  first. 

►  Federal  compliance  issues. 


95-15 


Direct  comments/inquiries  to: 
L^islative  Audit  Division 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 


STATE  DOCUMENTS  COLLECTIOf 

JAfI  I  '-^  2002 


MONTANA  STATE  LibKARY 

1515  E.  6th  AVE 
HELENA.  MO'^iTflMA  cq- 


MONTANA  STATE  LIBRARY 

3  0864  0015    2396  1 


FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly, 
and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could  have  a  significant 
financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  standards  set  forth  by  the 
American  Institute  of  Certified  Public  Accountants  and  the  United  States  General  Accounting 
Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an  emphasis  in  accounting. 
Most  staff  members  hold  Certified  Public  Accountant  (CPA)  certificates. 

The  Single  Audit  Act  of  1984  and  0MB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial  assistance 
programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This  individual  agency 
audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984  or  OMB  Circular  A- 128 
and  is  therefore  not  intended  for  distribution  to  federal  grantor  agencies.  The  Legislative  Audit 
Division  issues  a  statewide  biennial  Single  Audit  Report  which  complies  with  the  reporting 
requirements  listed  above.  The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1995 
has  been  issued.  Copies  of  the  Single  Audit  Report  can  be  obtained  by  contacting: 

Legislative  Audit  Division 
Room  135,  State  Capitol 

PO  Box  201705 
Helena  MT  59620-1705 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Senator  Greg  Jergeson, 

Vice  Chairman 

Representative  Ernest  Bergsagel,  Chairman 

Senator  Sue  Bartlett 

Representative  Beverly  Barnhart 

Senator  Reiny  Jabs 

Representative  A.  R.  "Toni"  Hagener 

Senator  Tom  Keating 

Representative  Bob  Keenan 

Senator  Ken  Miller 

Representative  Robert  Pavlovich 

Senator  Linda  Nelson 

Representative  Bruce  Simon 

Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


Department  of  State  Lands 


Members  of  the  audit  staff  involved  in  this  audit  were  Wayne  D.  Guazzo, 
Frieda  Houser,  Jim  Manning,  Vickie  Murphy,  Paul  O'Loughlin,  and  Kris 
Wilkinson. 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

Montana  State  Library 


http://www.archive.org/details/departmentofstat1995mont 


Montana 

Legislative  Legislative  Audit  Division 

BtanCti  Scott  A.  Seacat,  Legislative  Auditor 


March  1996 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  the  financial -compliance  audit  report  on  the  Department  of  State  Lands  for  the 
two  fiscal  years  1993-94  and  1994-95.   This  report  contains  recommendations  addressing 
untimely  close-out  of  a  FEMA  grant,  unreconciled  reclamation  performance  bonds,  increasing 
investment  income,  spending  non-General  Fund  money  first,  and  federal  compliance  issues. 
The  response  to  our  recommendations  is  included  at  the  end  of  this  report. 

The  majority  of  the  Department  of  State  Lands  was  reorganized  into  the  Department 
of  Natural  Resources  and  Conservation  effective  July  1,  1995,  as  discussed  in  the  introduction 
section  of  this  report.   The  Reclamation  Division  of  the  Department  of  State  Lands  was 
reorganized  into  the  Department  of  Environmental  Quality. 

We  thank  the  directors  of  the  Department  of  Natural  Resources  and  Conservation  and 
Environmental  Quality  and  their  staff  for  their  cooperation  and  assistance  throughout  the 
audit. 


Respectfully  submitted. 
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Scott  A.  Seacat 
Legislative  Auditor 


Room  136,  State  Capitol  Building   PO  Box  201 706   Helena  MT  69620- 1  706 
Phone  406-444-3122    FAX  406-444-9784 


Table  of  Contents 

List  of  Figures iii 

Appointed  and  Administrative  Officials iv 

Summary  of  Recommendations    v 

Introduction  and  Scope  of  Audit 1 

Background 1 

Prior  Audit  Recommendations 5 

Performance  Bonds 6 

Safeguarding  of  Bonds 6 

Property  Held  in  Trust 8 

Cash  Deposits 9 

Federal  Compliance 9 

Federal  Emergency  Management  Agency  Grant 10 

Cost  Allowability  and  Grant  Close  Out 10 

Helicopter  Maintenance  Costs .  12 

Urban  Forestry  Grant 13 

Program  Income 14 

Sale  of  Sponsorships 14 

Stewardship  Forest  Resource  Management  Program 15 

Cash  Management 15 

Unsupported  Adjustments 16 

Increasing  Investment  Income 17 

State  Compliance .      18 

Spending  Non-General  Fund  Money  First 18 

Expenditure  Abatements 19 

Independent  Auditor's  Report    A-3 

Schedule  of  Changes  in  Fund  Balances 

for  the  Two  Fiscal  Years  Ended  June  30,  1995    A-5 

Schedule  of  Budgeted  Revenue  and  Transfers  In  - 

Estimate  and  Actual  for  the  Two  Fiscal  Years 

Ended  June  30,  1995 A-6 

Schedule  of  Budgeted  Program  Expenditures  &  Transfers 

Out  by  Object  &  Fund  -  Budget  &  Actual  for  the  Fiscal 

Year  Ended  June  30,  1995 A-7 

Page  i 


Introduction 


Prior  Audit 
Reconunradations 


Findings  and 
Reconunendations 


Indepoident  Auditor's 
Report  &  Agency 
Financial  S<£edules 


Table  of  Contents 


Schedule  of  Budgeted  Program  Expenditures  &  Transfers 

Out  by  Object  &  Fund  -  Budget  &  Actual  for  the  Fiscal 

Year  Ended  June  30,  1994    A-8 

Notes  to  the  Financial  Schedules     A-9 

Agency  Responses  Department  of  Natural  Resources  and  Conservation B-3 

Department  of  Environmental  Quality    B-7 


Page  ii 


List  of  Figures 

Figure  1  Geographic  Distribution  of  Land  and  Unit  Offices    ........     4 


Page  iii 


Appointed  and  Administrative  Officials 


State  Board  of  Land 
Commissioners 


Marc  Racicot,  Governor 

Mark  O'Keefe,  State  Auditor 

Mike  Cooney,  Secretary  of  State 

Nancy  Keenan,  Superintendent  of  Public  Instruction 

Joe  Mazurek,  Attorney  General 


Administratiye  Officials 
of  the  Former  Depart- 
meat  of  State  Lands 


Arthur  Clinch,  Commissioner 

Bob  Kuchenbrod,  Administrator,  Central  Management  Division 

Randy  Mosley,  Administrator,  Field  Operations  Division 

Don  Artley,  Administrator,  Forestry  Division 

Jeff  Hagener,  Administrator,  Lands  Administration  Division 

Gary  Amestoy,  Administrator,  Reclamation  Division 


Page  iv 


Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report,  the 
departments'  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


We  recommend  DEQ: 

A.  Adequately  safeguard  reclamation  bonds. 

B.  Establish  a  system  to  inventory  and  reconcile 

reclamation  bonds  on  a  regular  basis 8 

DEO  Response:  Concur.  See  page  B-8. 

We  recommend  DEQ  ensure  reclamation  bond 

certificates  of  deposit  are  properly  recorded 

on  the  state  accounting  records  as  required  by  state  law 9 

DEO  Response:  Concur.  See  page  B-8. 

We  recommend  DEQ  ensure  all  checks  are  endorsed 

and  deposited  in  a  timely  manner  in  accordance 

with  state  law  and  policy 9 

DEO  Response:  Concur.  See  page  B-9. 

We  recommend  DNRC: 

A.  Ensure  all  FEMA  fire  costs  claimed  are 
properly  supported. 

B.  Finalize  its  FEMA  grant  for  the  Little 

Wolf  fire  as  required  by  federal  regulations 12 

DNRC  Response:  Concur.  See  page  B-4. 

We  recommend  DNRC  ensure  helicopter  maintenance 

costs  are  properly  allocated  to  forest  fires 13 

DNRC  Response:  Concur.  See  page  B-4. 

We  reconmiend  DNRC: 

A.  Obtain  written  permission  from  the  U.S. 
Forest  Service  prior  to  initiating  projects 
not  specifically  identified  in  the  grant 
agreement  for  the  Urban  Forestry  program. 

B.  Properly  account  for  federal  program  income 15 
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Recommendation  #7 


Recommendation  #8 


DNRC  Response:  Concur.  See  page  B-5. 

We  recommend  DNRC  modify  its  subgrant  agreement 
for  the  Forestry  Stewardship  program  to  comply 
with  federal  cash  management  regulations 


16 


DNRC  Response:  Concur.  See  page  B-5. 

We  recommend  DNRC  require  MSU  to  properly  support 
the  adjustment  for  the  logging  workshop  in  the 
Forestry  Stewardship  program  account  as  required  by 
federal  regulations 


17 


DNRC  Response:  Concur.  See  page  B-5. 


Recommendation  #9 


Recommendation  #10 


Recommendation  #1 1 


We  recommend  DEQ  provide  the  Board  of  Investments 

with  timely  information  regarding  anticipated 

timetable  for  use  of  funds  in  the  reclamation 

set-aside  accounts 18 

DEO  Response:  Concur.  See  page  B-9. 

We  recommend  DNRC  spend  non-General 

Fund  money  first  as  required  by  state  law 19 

DNRC  Response:  Concur.  See  page  B-5. 

We  recommend  DNRC  properly  record  Petroleum  Tank 

Release  Compensation  Board  funds  in  accordance  with 

state  accounting  policy 21 

DNRC  Response:  Concur.  See  page  B-6. 
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Introduction  and  Scope 
of  Audit 


We  performed  a  financial-compliance  audit  of  the  Department  of 
State  Lands  (department)  for  the  two  fiscal  years  ended  June  30, 
1994  and  1995.   The  objectives  of  the  audit  were  to: 

1 .  Review  the  adequacy  of  the  management  information  system 
and  make  recommendations  for  the  improvement  of  internal 
and  management  controls  of  the  department. 

2.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

3.  Determine  if  the  department's  financial  schedules  present 
fairly,  in  accordance  with  state  accounting  policy,  the  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1995. 

4.  Determine  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  1 1  recommendations  to  the  department.  These 
recommendations  address  areas  where  the  department  can  improve 
management,  internal  controls,  accounting  procedures,  and 
compliance  with  laws  and  policies.  Other  concerns  deemed  not  to 
have  a  significant  effect  on  the  successful  operations  of  department 
programs  are  not  specifically  included  in  the  report,  but  have  been 
discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  dis- 
closed the  cost,  if  significant,  of  implementing  the  recom- 
mendations in  this  report. 


Background 


The  Department  of  State  Lands  was  created  in  1927.   The 
legislature  reorganized  the  Department  of  Natural  Resources  and 
Conservation  (DNRC)  effective  July  1,  1995,  to  include  all  of  the 
Department  of  State  Lands,  except  the  Reclamation  Division  which 
was  transferred  to  the  newly  created  Department  of  Environmental 
Quality.   The  Board  of  Land  Commissioners  is  constitutionally 
created  to  act  as  the  department  head.   The  board  consists  of  the 
Governor,  Superintendent  of  Public  Instruction,  State  Auditor, 
Secretary  of  State,  and  Attorney  General    The  Land  Commissioner 
(now  the  director  of  DNRC)  was  appointed  by  the  Governor, 
subject  to  Senate  approval;  and,  under  the  direction  of  the  Board  of 
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Land  Commissioners,  served  as  the  chief  administrative  officer  of 
the  department. 

The  department's  Central  Management,  Land  Administration, 
Reclamation,  and  Field  Operations  Divisions  are  headquartered  in 
Helena.   The  Forestry  Division  is  located  in  Missoula.   During 
fiscal  year  1994-95,  the  department  was  authorized  approximately 
360.36  full-time  equivalents  (FTE). 

The  department  was  responsible  for  the  care,  management,  and 
disposition  of  state-owned  lands  and  the  administration  and 
enforcement  of  the  mineral  land  reclamation  statutes  on  all  land  in 
the  state.   During  the  audit  period,  the  department's  activities  were 
organized  under  the  following  five  divisions: 

Central  Management  Division  -  performed  overall  administrative 
services  for  the  department.   The  division  was  allocated  32.35  FTE 
in  fiscal  year  1994-95.   The  division  consisted  of  four  bureaus: 

Fiscal  Bureau  -  mauitained  the  accounting  system  and  ensured 
the  department's  financial  activities  were  recorded  in 
accordance  with  state  accounting  policy. 

Air  Operations  Bureau  -  provided  aviation  services  to  all  of  the 
department  programs. 

Data  Processing  and  Trust  Records  Bureau  -  provided  coordi- 
nation and  support  for  the  depanment's  mainframe  computer 
applications  and  maintaining  deeds  and  patents  for  state-owned 
trust  lands. 

Personnel  and  Secretarial  Bureau  -  administered  personnel 
functions  involving  recruitment,  hiring,  and  discipline  for  the 
department  and  coordinated  the  typing,  reception  pool,  and 
mail  fiinction  for  the  Helena  office. 

Land  Administration  Division  -  was  responsible  for  appraising, 
classifying,  and  leasing  surface  and  mineral  resources  on  state ' 
lands.   The  division  was  allocated  31.5  FTE  in  fiscal  year  1994-95. 
The  division  consisted  of  two  bureaus: 

Surface  Management  Bureau  -  responsible  for  grazing, 
agricultural,  and  special  leases  on  state  trust  land. 

Minerals  Management  Bureau  -  responsible  for  managing  state- 
owned  mineral  resources. 
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Reclamation  Division  -  regulated  all  mining-related  surface 
disturbances  in  the  state.   The  division  was  allocated  52.43  FTE  in 
fiscal  year  1994-95.   The  division  consisted  of  four  bureaus: 


Hard  Rock  Mining  Bureau  -  responsible  for  regulating  mineral 
exploration  and  mining. 

Coal  and  Uranium  Bureau  -  responsible  for  regulating  coal  and 
uranium  mining. 

Abandoned  Mine  Reclamation  Bureau  -  responsible  for  the 
reclamation  of  lands  disturbed  by  the  taking  of  natural 
resources  where  there  is  no  continued  responsibility  for 
reclamation  by  a  responsible  party. 

Opencut  Mining  Bureau  -  responsible  for  regulating  the  mining 
of  sand,  gravel,  scoria,  bentonite,  and  phosphate  rock. 

Forestry  Division  -  responsible  for  state  trust  lands  which  are 
principally  valuable  for  timber  or  watershed  protection.   The 
division  provided  for  fire  suppression  efforts  on  state  and  private 
lands.   The  division  was  allocated  244.08  FTE  in  fiscal  year  1994- 
95.   The  division  consisted  of  four  bureaus: 

Forest  Management  Bureau  -  responsible  for  managing  and 
enhancing  the  long-term  productivity  of  state  forest  lands. 

Fire  Management  Bureau  -  responsiole  for  providing  wildfire 
protection  to  state  and  privately  owned  forest  and  watershed 
lands. 

Nursery  and  Grounds  Bureau  -  responsible  for  growing, 
selling,  and  distributing  tree  seedlings  for  conservation 
plantings  on  state  and  private  lands. 

Service  Forestry  Bureau  -  responsible  for  advising  and 
assisting  landowners  and  loggers  in  improving  the  utilization  of 
forest  resources. 

Field  Operations  Division  -  responsible  for  implementing  the  field 
level  programs  and  activities  required  by  the  department.   The 
division  was  comprised  of  personnel  and  equipment  assigned  to  it 
by  the  other  four  divisions.   The  division  operates  from  offices 
located  throughout  the  state  (see  figure  1). 

At  some  of  these  office  locations,  the  department  has  entered  into 
cooperative  agreements  with  the  United  States  Forest  Service 
(USFS)  where  the  department  and  the  USFS  share  facilities. 
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Figure  1 

Geographic  Distribution  of  Land  and  Unit  Offices 
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Source:       Conpiled  by  the  Legislative  Audit  Division  froa  Departaent  of  State  Lands'   records. 


To  simplify  referencing  in  this  report  "the  department"  refers  to  the 
Department  of  State  Lands,  DNRC  refers  to  the  reorganized 
Department  of  Natural  Resources  and  Conservation,  and  DEQ 
refers  to  the  Department  of  Environmental  Quality.   The 
recommendations  in  this  report  are  directed  to  DNRC  or  DEQ, 
whichever  is  appropriate. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  office  performed  the  financial-compliance  audit  of  the 

Recommendations  Department  of  State  Lands  for  the  two  fiscal  years  ended  June  30, 

1993.   The  report  contained  two  recommendations  directed  to  the 
department.   The  department  concurred  with  and  has  partially 
implemented  both  recommendations. 

One  partially  implemented  recommendation  related  to  updating 
administrative  rules.    Since  the  department  is  reorganizing,  all 
administrative  rules  will  be  reviewed,  so  we  are  not  addressing  this 
issue  m  this  audit  report. 

The  other  partially  implemented  recommendation  was  related  to 
expenditure  abatements  and  is  discussed  again  on  page  19. 
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Performance  Bonds 


The  Reclamation  Division  of  the  department  holds  reclamation 
bonds  to  guarantee  land  is  properly  reclaimed  following  mining 
activity.   The  department  accepts  cash,  certificates  of  deposit, 
letters  of  credit,  and  property  and  surety  bonds.   Companies 
conducting  mining  activities  assign  their  rights  for  certificates  of 
deposit  and  property  bonds  to  the  state  in  the  event  of  improper 
reclamation  of  the  land.   As  of  December  6,  1995,  the  department 
reported  it  had  $429  million  in  reclamation  bonds  for  hardrock, 
opencut,  coal,  and  uranium  mining  activity.   Most  of  the 
reclamation  bonds  are  in  the  form  of  surety  bonds,  property  bonds, 
and  letters  of  credit  amounting  to  approximately  $424  million.   The 
department  stores  most  of  the  property  and  surety  bonds,  letters  of 
credit,  and  property  assignment  documents  in  mining  company  file 
folders,  contained  in  unlocked  file  cabinets.   Department  officials 
reported  there  were  certificates  of  deposit  amounting  to  $4.4 
million  and  one  letter  of  credit  amounting  to  $26  million  stored  in 
a  small  fireproof  safe.   Cash  bonds  amounting  to  $530,721  are 
deposited  with  the  state  treasurer  and  are  recorded  on  SBAS  in  the 
Agency  Fund. 


Saf^uarding  of  Bonds 


The  bond  documents  are  important  evidence  that  the  reclamation 
bond  exists  and  are  needed  for  the  state  to  collect  the  proceeds  in 
the  event  a  mining  company  defaults.   If  these  documents  were  lost 
or  stolen  the  state  may  not  be  able  to  support  a  claim  against  a 
surety  or  a  finance  company.  The  department  should  adequately 
safeguard  this  evidence. 


Department  personnel  said  they  do  not  inventory  the  reclamation 
bonds  stored  in  the  unlocked  file  cabinets  or  reconcile  them  to  their 
records.   The  personnel  said  they  periodically  inventory  the 
contents  of  the  safe  and  reconcile  those  documents  to  two  computer 
files  which  account  for  reclamation  bonds.   However,  the 
personnel  did  not  know  when  the  last  inventory  occurred,  and  they 
could  not  provide  us  with  any  documentation  of  the  inventory 
result.   Department  personnel  indicated  their  computer  file  was 
never  intended  to  be  an  accounting  system  of  reclamation  bonds. 
They  said  in  the  past  they  believed  it  was  unnecessary  to  regularly 
reconcile  the  reclamation  bonds  on  hand  to  those  on  file  because 
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they  did  not  need  to  have  the  precise  accumulated  amount  of  bonds 
available  to  answer  questions  by  legislators  or  other  state 
managers.   They  said  the  information  contained  in  each  company's 
file  folder  is  correct.   Because  the  department  does  not  require  a 
regular  inventory  and  reconciliation  of  its  reclamation  bonds,  we 
decided  to  expand  our  audit  procedures  to  include  inventorying  and 
reconciling  all  reclamation  bonds  stored  in  the  department's  safe. 
The  following  paragraphs  summarize  the  results  of  these  audit 
procedures. 

A  listing  of  reclamation  bonds  is  maintained  by  the  department  on 
a  computer  file.   The  file  lists  the  type  of  bond  and  the  amount  for 
each  company.   The  total  amount  of  all  bonds  held  by  the 
department  is  also  listed.   Each  company  can  use  several  different 
types  of  bonds  to  meet  the  total  amount  required  for  reclamation 
bonds.   Companies  can  also  exchange  bonds.   We  inventoried  the 
contents  of  the  safe,  comparing  the  total  certificates  of  deposit  with 
the  total  listed  from  the  computerized  file.   We  found  the 
computerized  inventory  listing  of  certificates  of  deposit  was 
$1,364,479  higher  than  the  amount  of  actual  certificates  of  deposit 
held  in  the  safe. 

In  addition  to  the  computerized  file  listing,  the  department 
maintains  an  itemized  listing  of  $3,116,058  in  certificates  of 
deposit  which  are  supposed  to  be  in  the  safe.   When  we  compared 
the  itemized  listing  to  the  certificates  in  the  safe  we  noted  $21,325 
in  certificates  were  in  the  safe  but  not  on  the  listing,  and  $100,740 
in  certificates  were  on  the  listing  but  not  located  in  the  safe. 

The  department  attempted  to  reconcile  the  certificates  of  deposit 
that  were  on  hand  to  the  computerized  listing.   The  reconciliation 
was  not  completed  as  of  March  4,  1996,  and  department  personnel 
indicated,  due  to  other  department  commitments,  it  would  be  some 
time  before  they  would  be  able  to  complete  the  reconciliation  of  the 
differences  related  to  the  certificates  of  deposit. 

We  believe  that  all  the  original  documents  which  support  the 
estimated  reclamation  bonds  should  be  stored  in  a  secured  area 
with  restricted  access.   At  a  minimum,  the  documents  should  be 
kept  in  a  locked  file  cabinet  and  accounted  for  properly. 
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Negotiable  instruments  such  as  certificates  of  deposit  and  cashier's 
checks  require  a  higher  degree  of  security. 


Recommendation  #1 
We  recommend  DEQ: 

A.  Adequately  safeguard  reclamation  bond^. 

B.  Establish  a  system  to  inventory  and  reconcile 
reclamation  bonds  on  a  r^ular  basis. 


Property  Held  in  Trust  "Property  held  in  trust"  identifies  the  value  assigned  to  property 

held  by  the  State  in  a  trustee,  custodial,  or  fiduciary  capacity.   At 
December  11,  1995,  the  Reclamation  Division  held  $3,036,643  in 
reclamation  bond  certificates  of  deposit.  The  certificates  are  issued 
in  the  name  of  the  company  which  provided  the  bond.   The 
company's  rights  are  assigned  to  the  state  of  Montana.   The 
assigned  certificates  are  considered  negotiable  instruments. 

Section  17-1-102  (5),  MCA,  requires  all  state  agencies  to  record  all 
financial  transactions  on  the  state's  accounting  records  in 
accordance  with  generally  accepted  accounting  principals.   Because 
the  department  does  not  record  the  certificates  as  "property  held  in 
trust"  on  the  state's  accounting  system,  assets  and  liabilities  are 
understated  by  approximately  $3  million  in  the  Agency  Fund  at 
June  30,  1995. 

Department  personnel  in  the  Reclamation  Division  said  they  were 
unaware  the  certificates  are  required  to  be  recorded  on  the  state's 
accounting  system.   They  believe  Central  Management  Division  is 
responsible  for  recording  these  assets  and  liabilities  on  the 
accounting  records.   Central  Management  Division  personnel 
indicated  they  had  recorded  the  cash  bonds  received  but  were  not 
aware  of  the  certificates  of  deposit  in  the  safe. 
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RflwMnmendation  #2 

We  recommend  DEQ  ensure  reclamation  bond  certificates 
of  deposit  are  properly  recorded  on  the  state  accountii^ 
records  as  required  by  state  law. 


Cash  Deposits 


During  our  review  of  the  contents  of  the  Reclamation  Division's 
safe,  we  noted  two  cashier's  checks  totaling  $9,025  dated 
November  16,  1992,  which  had  not  been  endorsed  or  deposited. 
State  accounting  policy  requires  all  checks  received  by  a  state 
agency  be  endorsed  when  received.   Law  requires  agencies  to 
deposit  money  each  day  when  collections  exceed  $500. 


By  not  depositing  the  checks  in  a  timely  maimer,  the  department 
increases  its  risk  that  the  checks  could  be  lost  or  stolen. 
Department  officials  said  the  checks  should  have  been  deposited  as 
required,  but  they  were  inadvertently  stored  in  the  safe  while 
personnel  attempted  to  gain  the  cooperation  of  the  mining  company 
in  completing  the  appropriate  cash  surety  bond  forms. 


Recommendation  #3 

We  recommend  DEQ  ensure  all  checks  are  endorsed  and 
deposited  in  a  timely  manner  in  accordance  with  state  law 
and  policy. 


Federal  Compliance 


During  fiscal  years  1993-94  and  1994-95,  the  department  received 
approximately  $5,800,000  and  $9,200,000  of  federal  financial 
assistance,  respectively.   The  following  sections  discuss  areas 
where  the  department  can  improve  its  compliance  with  federal  laws 
and  regulations  as  well  as  improve  the  recording  of  federal  grant 
activity. 
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Federal  Emergency 
Management  Agency 
Grant 


The  Little  Wolf  fire  started  in  Northwest  Montana  on  August  14, 
1994  and  ended  September  13,  1994.   The  fire  occurred  on  both 
federal  and  state  fire-protected  land.   Whenever  a  fire  occurs  on 
both  state  and  federal  land  protection,  the  U.S.  Forest  Service  and 
the  department  determine  the  percentage  of  the  fire  fighting  costs 
each  agency  is  responsible  for  based  on  the  percent  of  land  burned. 


On  August  17,  1994,  the  Federal  Emergency  Management  Agency 
(FEMA)  declared  the  fire  an  emergency  when  it  became  a  threat  to 
a  populated  area.  As  long  as  there  was  a  threat  to  a  populated 
area,  FEMA  funds  were  available  to  reimburse  the  state  for  its 
share  of  fire  fighting  costs.   Although  the  fire  continued  to  bum 
unfil  September  13,  1994,  FEMA  declared  the  fire  threat  to 
populated  areas  over  on  September  3,  1994,  and  FEMA  financial 
support  ended  on  that  date.   Consequently,  except  for  mobilization, 
demobilization,  and  certain  administrative  costs,  the  federal 
govermnent  agreed  to  reimburse  the  state  for  fire  fighting  costs 
incurred  on  the  Little  Wolf  fire  between  August  17  and 
September  3,  1994.   This  period  is  generally  referred  to  as  the 
incident  period. 

It  cost  approximately  $8.8  million  to  fight  the  Little  Wolf  fire. 
Since  approximately  31.3  percent  of  the  fire  occurred  on  state  fire- 
protected  land,  the  state  is  responsible  for  paying  31.3  percent  of 
the  total  direct  fire  fighting  cost.   In  addition,  the  department 
incurred  an  estimated  $396,000  of  indirect  and  administrative  costs 
attributable  to  the  Little  Wolf  fire.  The  department  estimates  that 
80  percent  of  the  fire  costs  occurred  during  the  FEMA  incident 
period. 


Cost  Allowability  and 
Grant  Close-Out 


The  Little  Wolf  fire  ended  more  the  sixteen  months  ago  and  the 
department  has  been  unable  to  calculate  the  total  allowable  cost  for 
FEMA.   FEMA  regulations  require  the  department  to  file  a  final 
report  within  90  days  after  the  incident.   Although  FEMA 
unofficially  granted  the  department  an  exception,  timely  reporting 
is  important. 


The  longer  it  takes  to  complete  a  final  accounting  for  the  fire,  the 
more  difficult  the  process  becomes.   Key  personnel  who  were 
responsible  for  significant  aspects  of  the  fire  management  may  no 


Page  10 


Findings  and  Recommendations 


longer  be  available  to  answer  questions.   Staffs  ability  to 
remember  important  details  becomes  more  difficult  as  time  passes. 

Personnel  at  the  Forestry  Division  could  not  fully  explain  how  the 
department  estimated  $2.5  million  of  direct  fire  expenditures, 
incurred  during  the  incident  period  and  claimed  for  FEMA 
reimbursement.   According  to  the  personnel,  the  department  hired 
a  retired  employee  to  account  for  the  costs  of  the  Little  Wolf  fire 
and  document  the  support  necessary  for  FEMA  reimbursement. 
However,  the  retiree  is  currently  out  of  the  state  and  could  not  be 
easily  reached  to  explain  his  accounting  procedures.   The  following 
paragraphs  describe  concerns  we  noted  during  our  audit  of  the  fire 
costs. 

—  The  department  revised  its  cost  estimates  based  on  review  of 
actual  invoices.   We  reviewed  ten  of  the  revisions  and 
determined  two  of  the  revisions  were  not  supported.   We  also 
were  unable  to  obtain  the  support  for  two  other  revisions. 

—  Since  rehabilitation  costs  are  not  allowable  charges  for  FEMA, 
the  department  is  backing  these  costs  out  of  their  estimates. 
The  rehabilitation  costs  are  estimates  based  on  shift  reports 
from  the  fire.   Based  on  our  review  of  the  shift  reports,  this 
estimate  should  be  $91,280,  but  the  department  only  reduced 
its  estimates  by  $85,258.   The  department  was  unable  to 
provide  support  documentation  for  the  revisions. 

—  Costs  incurred  for  fire  mobilization  and  demobilization  are 
allowable  charges  to  the  FEMA  grant  even  if  they  occurred 
outside  the  incident  period.   The  department  estimated  these 
costs  based  on  shift  reports,  demobilization  logs,  and  actual 
bills.   One  of  the  costs  included  was  a  bill  from  a  travel 
agency  that  handled  all  the  transportation  plans.   One  of  the 
bills  from  the  travel  agency  does  not  support  the  amount 
claimed.   We  noted  also  the  cost  of  two  buses  used  to  transport 
fire  fighters  was  not  included  in  the  demobilization  cost 
estimate. 

Since  the  department  is  continuing  to  revise  its  calculation  of  the 
Little  Wolf  fire  cost  and  it  has  not  submitted  a  final  claim  to 
FEMA,  we  do  not  question  the  allowability  of  these  costs.   The 
department  should  organize  its  support  documentation,  determine 
the  amount  to  be  claimed,  and  submit  documentation  to  FEMA  to 
finalize  the  grant. 
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Kffninniendalion  #4 
We  recommend  DNRC: 

A.  Ensure  all  FEMA  fire  costs  claimed  are  properly 
supported. 

B.  Finalize  its  FEMA  grant  for  the  Little  Wolf  fire  as 
required  by  federal  r^ulations. 


Helicopter  Maintenance  Helicopter  maintenance  costs  are  usually  paid  with  funds  from  the 

Costs  department's  Air  Operations  Section.   Maintenance,  along  with 

other  variable  costs  of  operations,  are  accumulated  and  recovered 
by  the  department  through  an  aircraft  hourly  use  rate.   Prior  to  the 
94-95  biennium,  the  Air  Operations  Section  received  money  from 
the  General  Fund  to  pay  fixed  costs  such  as  rent  and  insurance. 
During  the  94-95  biennium,  the  Air  Operations  Section  recovered 
fixed  costs  through  the  hourly  use  rate;  but  department  personnel 
indicated,  due  to  a  change  in  funding,  the  section  became  short  of 
cash  needed  for  operations. 

In  the  summer  and  fall  of  1994,  the  Air  Operations  Section 
incurred  helicopter  maintenance  costs  of  $83,071.   Section 
personnel  indicated,  because  there  was  a  cash  shortage  in  the  air 
operations  account,  the  maintenance  costs  were  charged  to  the  five 
largest  fires  in  fiscal  year  1994-95.   Three  of  the  five  largest  fires, 
including  the  Little  Wolf  fire,  were  fires  where  costs  were  shared 
with  the  U.S.  Forest  Service.  The  department  and  the  U.S.  Forest 
Service  split  the  costs  based  on  the  percentage  of  state  protected 
land  burned  versus  Forest  Service  protected  land. 

Federal  regulations  require  that  only  reasonable  and  necessary  costs 
be  charged  to  federal  programs  or  grants.   Since  the  cost  of 
aircraft,  including  maintenance  costs,  are  charged  to  forest  fires 
based  on  an  hourly  use  rate,  it  is  not  reasonable  to  charge  this  cost 
to  the  fire  a  second  time.   Since  the  department  allocated  $55,536 
of  maintenance  costs  to  these  cost  share  fires,  the  state's  share  of 
costs  was  inflated  and  the  department  overcharged  and  should 
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repay  the  U.S.  Forest  Service  approximately  $31,174.   In  addition, 
we  question  $37,450  in  helicopter  cost  charged  to  the  FEMA  grant 
(CFDA  #83.516).   Because  of  these  errors,  the  cost  of  the  Air 
Operations  Section  is  understated  on  the  state's  accounting  records 
in  fiscal  year  1994-95.   This  situation  could  have  been  avoided  if 
the  Section  would  have  obtained  an  inter-entity  loan  to  replenish 
cash  and/or  requested  a  supplemental  General  Fund  appropriation. 


Rfifwmmcndation  ifS 

We  reconunend  DNRC  ensure  helicopter  maintenance  costs 
are  properly  allocated  to  forest  fires. 


Urban  Forestry  Grant  In  fiscal  year  1994-95,  the  department  received  $174,500  from  the 

U.S.  Forest  Service  for  an  Urban  Forestry  grant.   The  purposes  of 
the  grant  are  to  increase  public  awareness  of  the  importance  of 
community  forests,  and  to  make  technical  advice  available  to 
communities.   The  U.S.  Forest  Service  requires  that  only  costs  for 
projects  approved  in  the  grant  agreement  are  allowable. 
Department  personnel  indicated  they  decided  to  put  a  picture  of  an 
urban  forest  on  a  Missoula  public  transit  bus  to  increase  public 
awareness  of  the  program.   The  cost  of  the  project  was 
approximately  $22,153.   This  project  was  not  authorized  in  the 
grant  agreement.   The  approved  projects  listed  to  accomplish  the 
public  awareness  goal  are:   a  newsletter;  a  marketing  program; 
coordinating  poster  contests;  Montana  Community  Forestry 
awards;  and  participation  in  Arbor  Day. 

In  addition,  department  personnel  did  not  comply  with  state  or 
department  purchasing  policies  when  they  contracted  to  have  the 
picture  put  on  the  bus.   State  policy  requires  the  department  to 
obtain  the  approval  of  the  Department  of  Administration 
Purchasing  Bureau  on  all  individual  purchases  which  exceed 
$10,000.   Department  policy  requires  that  its  Central  Management 
Division  approve  all  purchase  contracts  which  exceed  $2,000. 
According,  to  Federal  regulations,  expenditures  which  are  not  made 
in  accordance  the  state's  internal  regulations  are  unallowable. 
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Department  personnel  indicated  that  when  they  read  the  grant 
agreement,  they  did  not  see  where  it  disallowed  this  type  of 
project.   However,  the  grant  transmittal  letter  specifically  limits  the 
grant  to  approved  projects.   Based  on  this,  we  question  $22,153  of 
expenditures  under  the  Urban  Forestry  grant  (CFDA  #10.664). 


Program  Income 


As  part  of  the  contract  with  the  artist  who  created  the  picture,  the 
department  also  received  125  prints  and  450  posters  of  the  artist's 
picture.   The  department  sells  these  posters  and  prints  to  help  raise 
money  for  the  Urban  Forestry  program.    Federal  regulations 
require  all  income  derived  from  the  grant  be  used  to  reduce  the 
Forest  Service's  contribution  to  the  program.   The  regulation  also 
allows  the  department  to  request  the  U.S.  Forest  Service  to 
increase  the  federal  grant  by  the  amount  of  income  received. 


In  fiscal  year  1995-96,  the  department  recorded  this  income, 
amounting  to  $2,200  in  the  state  Special  Revenue  Fund  as 
donations.   Department  personnel  indicated  that  they  intend  to  seek 
state  appropriation  authority  to  perform  additional  activities  that 
accomplish  the  goals  outlined  by  the  grant  agreement.   To  comply 
with  federal  regulations,  the  department  snould  record  this  income 
as  revenue  in  the  federal  grant  account  of  the  federal  Special 
Revenue  Fund  instead  of  the  state  Special  Revenue  Fund.   If  it 
plans  to  use  the  additional  funds  on  the  Urban  Forestry  program  or 
other  activities,  the  department  should  obtain  approval  from  the 
Forest  Service. 


Sale  of  Sponsorships 


The  department  is  working  to  offset  the  costs  of  the  putting  the 
picture  on  the  bus  by  selling  sponsorships.   Each  sponsor  is  entitled 
to  two  prints,  five  posters,  the  sponsors  name  on  the  bus,  and  a 
newspaper  advertisement.   Since  the  benefits  the  sponsors  receive 
are  purchased  with  grant  funds,  moneys  received  from  the  sale  of 
sponsorships  are  program  income  and  must  be  placed  in  the  federal 
grant  account. 


As  of  December  31,  1995,  the  department  had  sold  four 
sponsorships  for  $2,500  each.   Sponsors  may  elect  to  pay  this 
amount  over  a  three  year  period.   We  noted  the  department  had  not 
accounted  for  these  receipts  in  a  consistent  manner.   The 
department  abated  expenditures  with  moneys  received  from  one 
sponsor,  reduced  an  invoice  payment  for  another  sponsor,  and 
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recorded  the  remaining  sponsorship  income  in  the  state  Special 
Revenue  Fund  as  donations.   The  department  should  account  for 
program  income  consistently  and  appropriately. 

Department  personnel  indicated  that  the  processing  of  the 
sponsorship  money  was  handled  by  various  people  in  the 
department,  and  each  person  handled  it  differently. 


Recommendation  #6 
We  recommend  DNRC: 

A.  Obtain  written  permission  from  the  U.S.  Forest 
Service  prior  to  initiating  projects  not  specifically 
identified  in  the  grant  agreement  for  the  Urban 
Forestry  program. 

B.  Properly  account  for  federal  program  income. 


Stewardship  Forest 
Resource  Management 
Program 


Cash  Management 


The  department  receives  federal  financial  assistance  from  the  U.S. 
Forest  Service  through  the  Stewardship  Forest  Resource 
Management  program  (CFDA  #10.664).   The  department  received 
stewardship  funds  amounting  to  $169,000  and  $204,000  in  fiscal 
years  1993-94  and  1994-95,  respectively.   The  department 
subgranted  $130,588  and  $157,046  to  Montana  State  University- 
Bozeman  (MSU)  in  fiscal  years  1993-94  and  1994-95,  respectively. 
MSU  is  responsible  for  holding  periodic  workshops  to  teach  private 
landowners  how  to  manage  and  care  for  forests  on  their  land. 

The  department,  in  its  subgrant  agreement,  allows  MSU  to  draw 
it's  subgrant  award  in  a  lump  sum  near  the  start  of  each  fiscal 
year.   Federal  regulations  require  that  grantee  and  sub-grantee  cash 
be  drawn  only  in  amounts  necessary  to  meet  immediate  needs  or  to 
cover  disbursements  already  made.   We  reviewed  the  MSU  grant 
expenditures  and  found  that  expenses  for  the  program  are  spread 
throughout  the  year.   Since  the  department  allows  MSU  to  draw 
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cash  in  amounts  exceeding  immediate  cash  needs,  the  department  is 
not  complying  with  federal  regulations. 


Recommendation  W1 

We  recommend  DNRC  modify  its  subgrant  agreonent  for 
the  Forestry  Stewardship  program  to  comply  with  federal 
cash  management  regulations. 


Unsupported  Adjustments  Federal  regulations  prohibit  the  use  of  stewardship  program  funds 

to  teach  forest  management  practices  to  timber  industry  personnel. 
In  fiscal  year  1993-94,  MSU  deposited  workshop  fees  amounting  to 
$30,834  in  its  stewardship  program  account  to  pay  for  the 
estimated  costs  incurred  for  a  stewardship  workshop  attended  by 
personnel  representing  the  logging  industry.   All  costs  associated 
with  the  logging  workshop  were  to  be  funded  through  participant 
fees.   At  a  later  date,  MSU  personnel  decided  to  establish  a 
separate  account  to  track  the  financial  activity  for  workshops  held 
for  representatives  of  the  timber  industry.   After  the  new  account 
was  established,  MSU  employees  movef*  826,915  of  logging 
workshop  revenue  and  expenses  from  the  stewardship  account  into 
the  industry  account.   MSU  recorded  the  adjustment  to  correct  its 
accounting  records  and  separately  record  the  cost  associated  with 
timber  industry  persormel.   Since  MSU  adjusted  the  account  using 
estimates  rather  than  actual  revenue  and  expenditures,  we  could  not 
determine  whether  the  Forest  Stewardship  program  account  was 
properly  adjusted. 

MSU  employees  stated  separate  accounts  had  not  been  set  up  for 
the  two  programs  when  these  expenses  were  incurred.   The 
employees  said  they  tried  to  back  out  the  largest  logging  workshop 
expenditures,  however,  they  did  not  have  sufficient  documentation 
to  support  their  estimate.   Federal  regulations  require  state  agencies 
to  maintain  documentation  to  support  revenue  and  expenditures 
recorded  for  federal  grant  programs. 
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Rwnmmcndatioii  #8 

We  recommend  DNRC  require  MSU  to  properly  support 
the  adjustment  for  the  logging  workshop  in  the  Forestry 
Stewardship  program  account  as  required  by  federal 
regulations. 


Increasiiig  Inyestment 
Income 


The  department  receives  federal  grants  for  use  on  abandoned  mine 
reclamation  projects.   Grant  provisions  allow  for  the  state  to  set 
aside  amounts  to  fund  future  reclamation  projects.   Reclamation 
Division  personnel  said  as  long  as  the  United  States  Congress 
continues  to  fund  reclamation  projects  with  grants  to  the  states, 
there  are  no  plans  to  spend  the  set-aside  money.   Personnel  noted 
the  reclamation  programs  under  the  Surface  Mining  Reclamation 
Act  currently  are  slated  to  end  in  the  year  2004. 

Federal  regulations  require  the  set-aside  money  to  be  accounted  for 
in  a  separate  fund.   The  department  has  three  accounts  in  the 
federal  Special  Revenue  Fund  for  this  money.   The  largest  account 
has  both  short-term  and  long-term  investments  and  the  other  two 
have  only  short-term  investments.   These  moneys  are  invested  by 
the  State  Board  of  Investments  (BOI)  and  an  agency  official  said 
they  rely  on  BOI  to  make  investment  decisions. 

BOI  personnel  make  investment  decisions  in  part  based  on  input 
from  the  agency  regarding  needs  and  use  of  available  funds.   Each 
year  investment  counselors  review  accounts  and  contact  agencies 
for  comment.    When  we  talked  with  BOI  persormel  about  investing 
activity  for  these  reclamation  accounts,  they  indicated  the  depart- 
ment did  not  provide  them  with  any  guidance  or  direction 
regarding  these  funds.   They  indicated  there  may  be  periods  where 
short-term  investments  yield  higher  returns  but  over  time 
investments  show  greater  return  in  longer  term  investments.    Sound 
financial  management  includes  analysis  of  investment  accounts  to 
maximize  interest  earnings. 
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We  reviewed  the  largest  account  amounting  to  approximately  $4 
million  and  estimated  that  additional  investment  earnings  of  at  least 
$7,200  could  have  been  earned  during  the  two  fiscal  years  ended 
June  30,  1995,  if  funds  had  been  invested  in  long-term  rather  than 
short-term  investments.   An  agency  official  said  BOI  makes  the 
decisions  regarding  investment  classifications.  However,  BOI 
personnel  indicated  they  would  have  allocated  more  funds  to  long 
term  investments  had  they  been  aware  that  there  were  no  plans  to 
spend  this  money  before  2004.   In  addition,  BOI  personnel  said 
they  may  be  able  to  combine  funds  in  the  two  smaller  accounts 
with  the  large  one  to  increase  investment  earnings.   The  agency 
would  then  have  to  make  interest  allocations  to  the  respective 
funds. 


Recommendation  jB> 

We  recommend  DEQ  provide  the  Board  of  Investments 
with  timely  information  r^arding  anticipated  timetable  for 
use  of  funds  in  the  reclamation  set-aside  accounts. 


State  Compliance 


As  part  of  our  audit  we  reviewed  the  department's  compliance  with 
various  state  laws.  The  following  report  section  describes  an  area 
where  the  department  can  improve  compliance  with  state  law. 


Spending  Non-Greneral 
Fund  Money  First 


The  Central  Management  Services  program  is  funded  with 
appropriations  fi-om  the  General  Fund  and  from  an  indirect  cost 
recovery  account  appropriated  in  the  federal  Special  Revenue  Fund. 
The  federal  indirect  cost  recoveries  allow  the  department  to  offset 
administrative  costs  which  would  have  been  paid  by  the  General 
Fund.   We  noted  the  department  spent  its  entire  federal  Special 
Revenue  Fund  appropriation  for  die  Central  Management  program 
but  did  not  apply  for  authority  to  spend  additional  funds  in  the 
account. 


Section  17-2-108,  MCA,  requires  all  agencies  to  apply 
expenditures  against  non-General  Fund  money  whenever  possible 
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Findings  and  Reconunendations 


before  using  General  Fund  appropriations.   The  statute  makes 
provision  for  the  decrease  in  General  Fund  appropriations  and 
increase  in  Special  Revenue  Fund  appropriations  should  additional 
moneys  be  available.   By  not  applying  for  additional  appropriation 
authority  the  agency  did  not  comply  with  the  law.   Expenditures 
recorded  in  the  indirect  cost  recovery  account  for  fiscal  years  1993- 
94  and  1994-95  were  $120,543  and  $121,768,  respectively.   The 
fund  balance  in  the  indirect  cost  recovery  account  was  $142,442  at 
June  30,  1995. 

An  agency  official  stated  they  wanted  to  maintain  a  balance  to 
offset  years  where  indirect  cost  recoveries  were  lower  than 
anticipated.   There  are  no  provisions  in  state  law  to  support  this 
practice.   Department  management  should  request  a  budget 
amendment  to  reduce  General  Fund  appropriation  authority  and 
increase  the  authority  in  the  Special  Revenue  Fund  to  spend 
available  non-General  Fund  money  first.   If  the  department  needs 
to  maintain  a  fund  balance  in  the  indirect  cost  recovery  account  to 
offset  future  shortfalls  in  cash  or  revenue,  it  should  support  the 
need  with  a  trend  analysis  or  other  documented  support  and  request 
authorization  through  the  appropriation  process. 


Bwnininendation  #10 

We  recommend  DNRC  spend  non-General  Fund  money 
first  as  required  by  state  law. 


Expenditure  Abatements  While  expenditure  transactions  record  the  use  of  resources  by  the 

department,  expenditure  abatements  cancel  previously  recorded 
expenditures.   When  the  department  records  an  expenditure 
abatement,  it  reestablishes  appropriation  authority.   State 
accounting  policy  allows  the  use  of  expenditure  abatements  for 
recording  reimbursements  of  specific  items  incurred  by  the 
department  which  are  nonrecurring  and  nonroutine  in  nature  and 
are  the  responsibility  of  an  outside  party. 
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To  determine  if  the  department  implemented  our  prior  audit 
recommendation,  we  reviewed  the  department's  expenditure 
abatements.   The  department  corrected  the  specific  abatement 
errors  discussed  in  the  prior  audit  report;  however,  we  noted  the 
following  instance  where  the  department  improperly  abated 
expenditures. 

At  a  department  regional  office  located  in  Anaconda,  a  gas  storage 
tank  leaked  approximately  500  gallons  of  gasoline  through  a  faulty 
hose  and  contaminated  soil  on  state  property.   It  was  the 
department's  responsibility  to  cleanup  the  soil  contaminated  by  the 
gas  spill.   The  department  contracted  with  a  private  contractor  to 
cleanup  the  spill  and  applied  for  and  received  a  grant  from  the 
Petroleum  Tank  Release  Compensation  Board  (PTRCB)  to  pay  one- 
half  of  the  total  costs  of  the  cleanup.  The  department  abated 
$10,481  of  expenditures  in  fiscal  year  1994-95  related  to  the  gas 
spill  when  it  received  the  grant  from  PTRCB. 

The  original  cost  of  cleanup  was  paid  for  from  several  funds.   By 
improperly  abating  expenditures,  the  department  increased 
appropriation  authority  in  the  funds,  including  $2,081  of  increased 
authority  in  the  General  Fund. 

Department  personnel  stated  they  believed  this  was  a  proper 
abatement  because  the  department  is  being  reimbursed  for  expenses 
already  incurred.   The  personnel  also  said  abatements  are  allowed 
if  the  expenditures  are  nonrecurring  and  nonroutine  in  nature. 
However,  state  policy  requires  that  an  abatement  must  be  non- 
recurring, nonroutine  and  not  the  responsibility  of  the  department 
for  it  to  be  proper.   Since  the  cleanup  costs  were  the  responsibility 
of  the  department,  the  department  should  have  recorded  revenue 
rather  than  abating  expenditures.   As  a  result,  the  department 
misstated  expenditures  and  revenue  in  fiscal  year  1994-95. 
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Rpcninmendation  #11 

We  recommend  DNRC  properly  record  Petrolemn  Tank 
Release  Compensation  Board  funds  in  accordance  with 
state  accounting  policy. 
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Montana  ^ 

Legislative  Legislative  Audit  Division 

otanCn  scon  a.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  State 
Lands  for  each  of  the  two  fiscal  years  ended  June  30,  1994  and  1995,  as  shown  on  pages  A-5 
through  A-13.   The  information  contained  in  these  financial  schedules  is  the  responsibility  of 
the  department's  management.    Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosure  in  the  financial 
schedules.  An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule 
presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis 
of  accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not 
intended  to  be  a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities, 
and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  State 
Lands  for  the  two  years  ended  June  30,  1994  and  1995,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  19,  1996 
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Room  136,  State  Capitol  Building    PC  Box  201706   Helena  MT  69620-1706 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1995 


FUND  BALANCE:  July  1,  1993 

ADDITIONS 
Fiscal  Year  1993-94 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Support  From  State  of  Montana 
Cash  Transfers  In 

Fiscal  Year  1994-95 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Support  From  State  of  Montana 
Prior  Year  Revenue  Adjustments 
Prior  Year  Transfer- In  Adjustments 
Cash  Transfers  In 
Total  Additions 

REDUCTIONS 
Fiscal  Year  1993-94 
Budgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Cash  Transfers  Out 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustments 

Fiscal  Year  1994-95 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Cash  Transfers  Out 

Prior  Year  Expenditures 

Nonbudgeted  Expenditures  &  Transfers  Out 

Total  Reductions 

FUND  BALANCE:  June  30,  1995 


General  Fund 

Special 

Revenue 

Funds 

Capital 

Project 

Funds 

Internal 
Service 

Funds 

Nonexpendable 
Trust  Funds 

$       0 

$  17.868.558 

$    852 

$  153.356 

$319,394,788 

375,943 

16,387 

8,187,059 

51,712,201 
228,907 

27,676 

349,457 

82,359,652'' 
1,043,836^ 

3,823,257 

90,410 
26,903,371 

50,266,166 
295,094 

112,127 
(50,587) 

30.332 
58.008 

719,930 

74,696,036^ 
1.453.834^ 

39.396.427 

102.563.908 

1.069.387 

159.553.358 

8,510,274 
69,115 

11,832,570 

6,777 

41,978,153 

21,951 

15 

27,352 

417,868 
5,801 

23,452 

814 


596,957 
6,355 


30,786, 16r    13,238,951  53,325 
30,877         1,998 
36,501,134 

17,805  775 

4.198 

39.396.427    103.599.354  81.452    1.055.445 

$        0  %   16.833.112  $(22.592)  $  167.298 


72,494,714 


64.717.249' 
137.211.963 

$341.736.183 


See  note  5  on  page  A-11. 
See  note  6  on  page  A- 12. 
See  note  8  on  page  A-12. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
notes  to  the  financial  schedules  beginning  on  page  A-9. 


Additional  information  is  provided  in  the 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  &  TRANSFERS  OUT 

BY  OBJECT  &  FUND  -  BUDGET  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1995 


Central 
Management 


Reclamation 


PERSONAL  SERVICES 

Salaries                 : 

t     771,316 

$  1,505,762 

Hourly  Wages 

43,314 

12,525 

Employee  Benefits 

215.248 

374.901 

Total 

1.029.878 

1.893.188 

OPERATING  EXPENSES 

Other  Services 

210,565 

5,735,131 

Supplies  &  Materials 

114,719 

48,738 

Conmuni cat  ions 

25,780 

53,869 

Travel 

18,653 

92,181 

Rent 

108,841 

173,179 

Utilities 

7,087 

13,221 

Repair  &  Maintenance 

211,537 

14,658 

Other  Expenses 

12.068 

153.776 

Total 

709.250 

6.284.753 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

27,212 

56,391 

Intangible  Assets 

Total 

27.212 

56.391 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

Total 

GRANTS 

From  State  Sources 

265,000 

Total 

265.000 

Land 
Administration 
Program 

$  754,599 

200.446 
955.045 


143,851 

42,773 

36,318 

30,176 

77,473 

8,802 

9,260 

8.379 

357.032 


49,935 
49.935 


2.926 
2.926 


Forestry 

$  5,268,861 

4,324,335 

1.848.931 

11.442.127 


13,806,425 
1,859,226 
254,072 
145,080 
3,761,533 
122,672 
840,250 
68.575 


Total 

$  8,300,538 
4,380,174 
2.639.526 
15.320.238 


19,895,972 
2,065,456 

370,039 

286,090 
4,121,026 

151,782 
1,075,705 

242.798 


20.857.833    28.208.868 


621,853 

5.022 

626.875 


755,391 
5.022 


2.926 
2.926 


265.000 
265.000 


TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


107.949 
107.949 


10.000 


10.000 


117.949 
117.949 


$2.139.289    $  8.244.332    $1.364.938     $32.926.835'  $44.675.394 


GENERAL  FUND 

Budgeted  $1,331,685 

Actual  1.243.816 

Unspent  Budget  Authority  $   87.869 


949,456 

913.188 

36.268 


$28,676,080   $30,957,221 

28.629.157    30.786.161 

$    46.923   $   171.060 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  332,552    $  9,437,130    $  600,992     $  4,986,540 

245.191  8.244.332  451.750  4.297.678 

$   87.361    $  1.192.798    $  149.242     $   688.862 


$15,357,214 

13.238.951 

$  2.118.263 


CAPITAL  PROJECTS  FUNDS 

Budgeted  $   60,893 

Actual  53.325 

Unspent  Budget  Authority  $    7.568 


60,893 
53.325 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

See  note  8  on  page  A-12. 


$  649,850 

596.957 

$   52.893 


$   649,850 

596.957 

$    52.893 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 


Additional  information  is 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  &  TRANSFERS  OUT 

BY  OBJECT  &  FUND  -  BUDTET  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1994 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Central 
Management 

$  775,725 

61,309 

227.350 

1.064.384 


Reclamation 


$  1,432,683 

351.794 
1.784.477 


Land 

Administration 

Program 

$  788,384 

212.729 


Forestry 

$  4,369,836 
1,274,232 
1.475.695 
7.119.763 


Total 

$  7,366,628 

1,335,541 

2.267.568 

10.969.737 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Comnuni cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


237,601 

4,472,441 

35,539 

44,957 

21,955 

61,083 

11,826 

83,340 

137,181 

211,787 

7,013 

12,940 

104,430 

16,928 

4.918 

143.846 

560, 

,463 

8, 

,671 

8 

,671 

5.047.322 


85,912 


85.912 


282,943 

34,700 

36,536 

38,663 

70,095 

8,477 

10,210 

9.990 

491.614 


25,889 
25.889 


895,009 
485,929 
189,240 

96,372 
200,537 

88,893 
458,340 

41.726 
2.456.046 


660,797 

20.877 

681.674 


5,887,994 
601,125 
308,814 
230,201 
619,600 
117,323 
589,908 
200.480 

8.555.445 


781,269 

20.877 

802.146 


CAPITAL  OUTLAY 

Land  &  Interest  In  Land 
Total 


2.989 


2.989 


2.989 


2.989 


GRANTS 

From  State  Sources 
Total 


265.000 
265.000 


265.000 
265.000 


TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 


183.009 
183.009 


9.738 


9.738 


$2.081.527         $  6.927.449 


192.747 
192.747 

$1.521.605     $10.257.483   $20.788.064 


GENERAL  FUND 

Budgeted  $1,423,670 

Actual  1.386.995 

Unspent  Budget  Authority  $   36.675 


$  968,531     $  6,333,558   $  8,725,759 

950.359      6.172.920     8.510.274 

$   18.172     $   160.638   $   215.485 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  376,391    $10,651,204 

249.312     6.927.449 

$  127.079    $  3.723.755 


$  823,786 

571.246 

$  252.540 


$  4,911,247   $16,762,628 

4.084.563    11.832.570 

$   826.684   $  4.930.058 


CAPITAL  PROJECTS  FUNDS 

Budgeted  $   89,021 

Actual  27.352 

Unspent  Budget  Authority  $   61.669 


89,021 
27.352 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


See  note  7  on  page  A-12. 


$  457,376 

417.868 

$   39.508 


457,376 

417.868 

39.508 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-9. 


Additional  information  is 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1995 


1.         Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Goverimiental  and 
Agency  Funds.   In  applying  the  modified  accrual  basis,  the 
department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liabUity  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to  record  the 
cost  of  employees'  annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary  and 
Nonexpendable  Trust  Funds.   Under  the  accrual  basis,  as  defined 
by  state  accounting  policy,  the  department  records  revenues  in  the 
accounting  period  earned,  if  measurable;  and  it  records  expenses  in 
the  period  incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  without  adjustment.   Accounts  are  organized  in  funds 
according  to  state  law.  The  department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Gk)vemmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   The  department's  Special  Revenue  Funds  include 
Forestry,  Reclamation,  and  Resource  Development  accounts. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase 
or  construction  of  major  capital  facilities.   The  department  uses  this 
fund  for  the  capitol  building  and  long-range  building  project 
accounts. 


Proprietary  Funds 


Fiduciary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis. 
The  department's  Air  Operations  account  is  in  the  Internal  Service 
Fund. 

Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   Department 
fiduciary  funds  include  the  Common  School  Permanent  Trust,  the 
Trust  and  Legacy,  University  and  College  Trusts,  and  Capitol 
Building  Trust  accounts  in  the  Nonexpendable  Trust  Fund  and  the 
Hazard  Reduction  account  in  the  Agency  Fund.   Agency  Funds  are 
not  presented  in  these  financial  schedules. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.   The  department  pays  employees  for  100  percent  of  unused 
annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  related  to  the  Governmental  Funds  are  not  reflected  in  the 
accompanying  financial  schedules.   In  the  Internal  Service  Fund, 
aimual  and  sick  leave  are  recognized  as  expenses  when  the  related 
liability  is  recorded.   The  department  absorbs  expenditures  for 
termination  pay  in  its  annual  operational  costs.   At  June  30,  1995, 
the  department  had  leave  liabilities  of  $1,564,434  for  its 
Governmental  Funds  and  $32,536  in  its  Internal  Service  Fund. 
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Ftension  Flan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).   The  department  contribution  to  PERS 
was  $601,210  in  fiscal  year  1993-94  and  $608,398  in  fiscal  year 
1994-95. 


G^ieral  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obli- 
gations from  the  statewide  General  Fund  within  their  appropriation 
limits.   Thus,  on  an  agency's  schedules,  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


IntraAind  and  Interfund 
Activity 


The  department  pools  the  available  cash  in  the  permanent  trust 
accounts  and  transfers  it  to  an  investment  pool  account.   The 
department  records  investment  earnings  as  revenue  in  the  invest- 
ment pool  account.   The  investment  earnings  are  subsequently 
distributed  to  the  proper  trust  fund  by  recording  a  nonbudgeted 
transfer-out  in  the  Investment  Pool  account  and  a  nonbudgeted 
transfer-in  in  the  proper  trust  account.   Each  permanent  trust 
account  also  earns  income  from  fees,  rentals,  and  royalties.   The 
trusts  then  distribute  income  to  their  respective  beneficiaries  (i.e. 
colleges,  universities,  institutions,  and  public  schools).   The 
following  schedule  summarizes  the  interfund  activity  in  the 
Nonexpendable  Trust  Fund. 


Investment  Earnings 
Trust  Account  Revenues 
Transfers  In 

Total  Nonbudgeted  Revenue  and 
Transfers  In 


Fiscal  Year 
1993-94 

$25,496,630 
29,495,688 
27.367.334 

$82.359.652 


Transfer  of  Investment  Earnings 

to  Trust  accounts  $25,496,630 

Transfer  from  trust  to  beneficiaries  46 . 998 . 084 

Total  Nonbudgeted  Transfers  Out  $72.494.714 


Fiscal  Year 

1994-95 

$22,747,873 

28,196,564 

23.751.599 

$74.696.036 


$22,747,873 

41.969.376 

$64.717.249 


These  interfund  transfers  include  approximately  $25  million  of 
transfers-in  and  transfers-out  between  Trust  Funds  which  should  be 
eliminated  to  arrive  at  unduplicated  totals.   The  difference  between 
revenue  and  transfers-in  and  transfers-out  are  revenues  which  by 
law  remain  in  the  trusts. 
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Cash  Transfers  In  and 
Out 


Several  state  agencies  may  record  activity  in  the  same  accounting 
entity  on  SB  AS.   During  the  fiscal  year,  the  activity  for  each 
agency  is  recorded  on  SB  AS  separately.   At  the  end  of  the  fiscal 
year,  the  cash  for  all  the  agencies  using  the  accounting  entity  is 
transferred  to  the  administering  agency. 

The  cash  transfers-in  of  $1,043,836  and  $1,453,834  in  fiscal  years 
1993-94  and  1994-95,  respectively,  reflected  on  the  Schedule  of 
Changes  in  Fund  Balances  represent  the  fiscal  year-end  transfer  of 
the  cash  balances  from  the  Department  of  Revenue  to  the  Common 
School  Trust  account  in  the  Nonexpendable  Trust  Fund. 

The  cash  transfers-out  of  $41,978,153  and  $36,501,134  in  fiscal 
years  1993-94  and  1994-95,  respectively,  reflect  the  transfers  of 
cash  from  the  department  to  die  Public  School  Equalization  account 
maintained  by  the  Office  of  Public  Instruction  in  the  Special 
Revenue  Fund. 


7.         Federal  Revenues  and 
Expenditures 


The  department  receives  federal  money  to  fund  Abandoned  Mine 
Land  (AML)  reclamation  projects.   The  majority  of  the  difference 
between  estimated/budget  and  actual  federal  revenue  and 
expenditures  is  due  to  the  variance  in  the  number  and  cost  of  AML 
projects  worked  on  during  the  year. 


8.         Forestry  Expenditures 


The  increase  in  forestry  expenditures  between  fiscal  year  1993-94 
and  1994-95  is  due  primarily  to  an  increase  in  the  number  of  fires 
during  the  fiscal  year  1994-95  fire  season.   Most  fire  fighting 
expenditures  are  recorded  in  the  General  Fund. 


Agracy  F^d 


The  department  collects  $6.75  per  thousand  board  feet  for  timber 
cut  on  private  land.   The  department  uses  $.60  of  each  $6.75 
collected  to  administer  the  slash  program  and  holds  $6  until  die 
timber  area  passes  inspection  ensuring  it  is  free  from  fire  hazards. 
The  remaining  $.15  is  transferred  to  the  Extension  Forestry 
Program  at  Montana  State  University.   If  the  timber  area  is  not 
cleaned  up,  the  department  retains  the  $6  per  thousand  board  feet 
and  uses  these  funds  to  clean  up  the  timber  area.  During  fiscal 
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years  1993-94  and  1994-95,  the  department  reported  slash  fee 
balances  held  of  $3,135,917  and  $2,866,027,  respectively. 


10.       Contingency 


A  section  of  state  land  in  Flathead  County  is  currently  under  study 
by  the  Environmental  Protection  Agency  as  a  superfund  site.   The 
land  located  in  Kalispell  was  used  as  a  petroleum  refinery  prior  to 
being  acquired  by  the  state.   The  state  acquired  the  land  in  the 
1930's  at  a  sheriffs  sale  for  delinquent  taxes.   Under  superfund 
regulations,  the  department  may  be  named  as  a  responsible  party 
and  have  to  pay  a  share  of  the  site  clean  up  costs.   The  amount  of 
the  assessment  is  unknown  at  this  time,  but  is  expected  to  be 
substantial. 


11.       Subsequent  Events 


The  54th  Legislature  reorganized  the  Department  of  Natural 
Resources  and  Conservation  (DNRC)  effective  July  1,  1995.   The 
reorganized  DNRC  administers  all  the  programs  of  the  former 
Department  of  State  Lands  except  for  the  Reclamation  Division 
which  was  transferred  to  the  newly  created  Department  of 
Environmental  Quality. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


MARC  RACICOT,  GOVERNOR 


STATE  OF  MONTANA' 


DIRECTOR'S  OFFICE  (406»  444-2074 
TELEFAX  NUMBER  (4061  444-2684 


1625  ELEVENTH  AVENUE 


PO  BOX  201601 
HELENA,  MONTANA  59620-1601 


March  11,  1996 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT  59620 

Dear  Scott: 


GISLATIVC  AuonroR 


I  have  reviewed  your  recommendations  concerning  the  Financial- 
Compliance  Audit  for  the  two  fiscal  years  ended  June  30,  1995 
with  my  staff  and  have  enclosed  the  Department  of  Natural  Re- 
sources and  Conservation's  (formerly  Department  of  State  Lands) 
response  to  the  recommendations. 

My  staff  and  I  would  like  to  thank  you  for  the  professional  man- 
ner in  which  your  staff  conducted  the  audit  and  hope  the  reorga- 
nization activities  we  are  involved  with  did  not  create  unneces- 
sary delay  or  concern. 


Arthur  R.  Clinch,  Director 

Department  of  Natural  Resources  &  Conservation 

/ns 


Enclosure 
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RESPONSES  TO  RECOMMENDATIONS 

FINANCIAL  COMPLIANCE  AUDIT  FOR  FY94  AND  FY95 

LEGISLATIVE  AUDIT  DIVISION 

Recommendation  #4; 
We  recommend  DNRC: 

A.  Ensure  all  FEMA  fire  costs  claimed  are  properly 
supported . 

B.  Finalize  its  FEMA  grant  for  the  Little  Wolf  fire 
as  required  by  federal  regulations. 

Response 

A.  WE  CONCUR:   The  1994  wildfire  season  in  Montana 
was  the  most  severe  of  any  summer  on  record.   The 
scope  and  level  of  fire  suppression  actions  far 
exceeded  the  capability  of  the  federal  accounting 
systems  to  document  and  track  costs.   As  a  result 
of  this  overload,  it  has  taken  until  February, 
1996  for  the  federal  government  to  collect,  sort 
and  allocate  costs  related  to  cost-share  fires 
from  the  1994  fire  season.   In  the  interim,  with 
the  permission  of  FEMA,  we  operated  on  estimates 
based  on  the  Forest  Service's  Incident  Cost  Ac- 
counting and  Reporting  System  (ICARS) .   As  actual 
costs  became  available,  we  subsequently  revised 
our  estimates.   In  February,  1996,  we  reached 
final  agreement  with  the  Forest  Service  on  the 
proper  allocation  of  costs  on  all  cost-share 
fires,  including  those  for  which  we  received  a 
FEMA  grant. 

B.  WE  CONCUR;   We  are  now  in  the  process  of  finaliz- 
ing our  FEMA  grant  for  the  Little  Wolf  fire.   We 
could  not  do  so  earlier  because  we  were  still 
working  with  the  Forest  Service  to  determine  the 
state's  share  of  the  fire  costs.   As  noted  in  part 
A  above,  this  took  far  longer  than  we  would  nor- 
mally expect.   Now  that  we  have  a  final  figure  for 
the  state's  share  of  the  fire  suppression  costs, 
we  are  finalizing  our  grant  with  FEMA. 

Recommendation  #5; 

We  recommend  DNRC  ensure  helicopter  maintenance  costs  are  proper- 
ly allocated  to  forest  fires. 


Response 


WE  CONCUR:   We  have  corrected  the  error  by  remov- 
ing all  routine  maintenance  costs  for  helicopters 
from  our  bills  to  federal  agencies  and  from  our 
FEMA  grant  for  the  1994  fire  season.   We  have  also 
taken  steps  to  ensure  that  this  error  will  not 
recur  in  future  years. 


Page  B-4 


Recommendation  #6; 
We  recommend  DNRC: 

A.  Obtain  written  permission  from  the  U.S.  Forest 
Service  prior  to  initiating  projects  not  specifi- 
cally identified  in  the  grant  agreement  for  the 
Urban  Forestry  program. 

B.  Properly  account  for  federal  program  income. 

Response 

A.  WE  CONCUR;   Although  we  had  verbal  permission  for 
the  bus  project,  we  will  ensure  that  in  future 
years  we  ask  the  Forest  Service  for  written  ap- 
proval for  any  projects  not  specifically  listed  in 
the  grant  agreement. 

B.  WE  CONCUR;   We  will  shift  program  income  previous- 
ly deposited  into  the  state  revenue  account  to  the 
federal  revenue  account.   We  will  also  ensure  that 
all  future  program  revenue  is  correctly  deposited 
into  the  federal  revenue. 

Recommendation  #7; 

We  recommend  DNRC  modify  its  subgrant  agreement  for  the  Forestry 
Stewardship  program  to  comply  with  federal  cash  management  regu- 
lations. 

Response 

WE  CONCUR;   We  will  establish  a  process  with  Mon- 
tana State  University  to  ensure  that  our  subgrant 
for  the  Forest  Stewardship  Program  complies  with 
federal  cash  management  regulations. 

Recommendation  #8; 

We  recommend  DNRC  require  MSU  to  properly  support  the  adjustment 
for  the  logging  workshop  in  the  Forestry  Stewardship  program 
account  as  required  by  federal  regulations. 

Response 

WE  CONCUR;   Montana  State  University  recognized 
the  problem  prior  to  the  audit  and  separated  the 
two  accounts.   We  are  satisfied  that  the  action 
they  took  in  removing  the  fees  paid  by  the  Montana 
Logging  Association  from  the  stewardship  account 
and  depositing  them  into  a  separate  account  was 
accurate  and  appropriate.   Because  there  are  now 
two  separate  accounts  we  do  not  expect  this  prob- 
lem to  reoccur  in  the  future. 

Recommendation  #10; 

We  recommend  DNRC  spend  non-General  Fund  money  first  as  required 

by  state  law. 
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Response 

WE  CONCUR.   Although  we  concur  with  recommenda- 
tion, we  feel  that  certain  circumstances  occurred 
that  prompted  the  department  to  maintain  a  balance 
in  our  Indirect  Federal  Special  Account.   As  our 
records  will  show,  the  established  indirect  rate 
(through  the  U.S.  Department  of  Interior)  fluctu- 
ates from  year  to  year  and  the  dependence  on  the 
account  to  support  Central  Management  prompted  us 
to  maintain  a  balance  to  ensure  the  appropriate 
cash  balance.   Our  rate  rises  and  falls  from  14% 
to  6%  and  we  knew  that  an  insufficient  cash  bal- 
ance would  mean  a  direct  reduction  in  our  opera- 
tion. 

In  addition,  a  compounding  factor  of  funds  in  our 
division  versus  authority  from  the  general  fund 
and  the  federal  account  during  reorganization 
suggested  that  we  finalize  our  transactions  with 
the  other  reorganized  Department  (Dept.  of  Envi- 
ronmental Quality/DEQ)  before  we  transfer  our 
Indirect  Federal  Account  Balance  to  the  general 
fund.   The  transfer  has  been  completed  and  we  will 
deposit  approximately  $100,000  to  the  General  Fund 
this  fiscal  year,  FY1996. 

RECOMMENDATION  #11: 

We  recommend  DNRC  properly  record  Petroleum  Tank  Release  Compen- 
sation Board  funds  in  accordance  with  state  accounting  policy. 

WE  CONCUR: 
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MARC  RACICOT 


DEPARTMENT  OF  ENVIRONMENTAL  QUALITY 


MARK  A.  SIMONICH 
DIRECTOR 


STATE  OF  MONTANA' 


March  11,  1996 


Mr.  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59620-1705 

Dear  Mr.  Seacat: 


By  this  letter,  I  am  transmitting  the  Department  of  Environmental  Quality's  formal  response 
to  your  Fiscal-Compliance  Audit  for  the  fiscal  year  ending  June  30,  1995  for  the 
Department  of  State  Lands. 

We  responded  to  recommendations  #1 ,  2,  3,  and  9,  directed  to  the  DEQ  and  concur  with 
all  of  them. 

I  \Nou\d  like  to  personally  thank  your  office  and  the  audit  staff  that  v\/as  assigned  to  this 
endeavor  for  their  dedication  and  professionalism  throughout  the  course  of  this  audit. 
Their  findings  and  subsequent  recommendations  have  provided  a  valuable  service  and 
insight  to  department  management  relative  to  our  fiscal-compliance  responsibilities. 

I  will  be  available,  along  with  appropriate  staff,  for  the  scheduled  March  meeting  of  the 
Legislative  Audit  Committee. 


Mark  Simonich 
Director 


cc:  Judy  Hanson,  Administrator 
Centralized  Services  Division 
MS:JH:jm\seacatla.nds 
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•AN  EQUAL  OPPORTUNITY  EMPLOYER' 


DEPARTMENT  OF   ENVIRONMENTAL  QUALITY 

RESPONSES  TO  FISCAL-COMPLIANCE  AUDIT 

FOR  FISCAL  YEAR  ENDED  JUNE  30.  1995 

FOR 

DEPARTMENT  OF  STATE  LANDS 

Recommendation  #1 

We  recommend  DEQ: 

A.  Adequately  safeguard  reclamation  bonds. 

B.  Establish  a  system  to  inventory  and  reconcile  reclamation  bonds  on  a  regular 
basis. 

Response 

A.  Concur 

Reclamation  bond  documents  will  be  safeguarded  by  securing  the  original  bond 
documents  in  a  secured  area  with  restricted  access.   Photocopies  of  the  bonding 
instrument  will  be  maintained  in  the  specific  project  file. 

B.  Concur 

A  written  procedure  will  be  developed  to  address  the  reclamation  bond  inventory 
and  reconciliation  issue.   From  this  procedure,  a  computerized  system  will  be 
developed.   The  procedure  and  computerized  system  will  be  developed  and 
implemented  with  the  next  12  months. 

Recommendation  #2 

We  recommend  DEQ  ensure  reclamation  bond  certificates  of  deposit  are  properly 
recorded  on  the  state  accounting  records  as  required  by  state  law. 

Response 

Concur 

The  Reclamation  Division  will  coordinate  with  the  DEQ  Centralized  Services  Division 
to  record  all  reclamation  bond  certificates  of  deposits  as  "Property  Held  in  Trust"  on 
the  state's  accounting  system  consistent  with  generally  accepted  accounting 
principles  as  required  by  state  law. 
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Recommendation  #3 

We  recommend  DEQ  ensure  all  checks  are  endorsed  and  deposited  in  a  timely 
manner  in  accordance  with  state  law  and  policy. 

Response 

Concur 

The  DEQ  will  deposit  money  each  day  when  collections  exceed  $500  as  required  by 
state  law. 

Recommendation  #9 

We  recommend  DEQ  provide  the  Board  of  Investments  with  timely  information 
regarding  anticipated  timetable  for  use  of  funds  in  the  reclamation  set-aside 
accounts. 

Response 

Concur 

The  DEQ  will  communication  with  the  Board  of  Investments  on  an  annual  basis 
regarding  the  investments  of  the  reclamation  set-aside  accounts. 
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